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KEY ECONOMIC INDICATORS 


All values in millions of Dirhams Exchange Rates: 1979 -— DH 3.9 
1978 - DH 4.0 
1977 - DH 4.5 
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19772/ 1978L/ % change 19792/ 
77/78 


fa 
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GDP (Current prices) 41 ,2h9 45,669 
GDP (1969 prices) 29 ,028 29 ,932 
Per capita GDP (Current prices in US $) 595 The 
Fixed investments 15,349 13,400 
Value construction authorizations 2,296 1,950 
Agricultural production (Current prices) 7,619 9,368 
Energy imports as % of consumption 19 79 
Industrial production index (1969 = 100) 160 170 
Value phosphate rock exports vader We eB 2,034 
Value phosphate derivative exports 333 Lok 
End of year GOM cost of living index 

(May 1972/73 = 100) 167 183 
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GOVERNMENT , FINANCE 


Consolidated ordinary revenue 10,760 11,192 14,000 
Ordinary expenditures 9,535 10,873 11,500 
of which Debt service L287 2,065 2,200 
Debt service as % of exports 21% 33% 34% 
Debt service as % of exports and 
transfer payments 14.2% 22% 22%, 
Outstanding external debt 17,114 21,339 22,000 
Investment expenditures 9,738 6,933 6,000 
Overall deficit 8,513 6,614 3,500 
of which externally financed 5,369 3,909 . 2,000 
Money supply 17,865 20,639 23,000 


BALANCE OF PAYMENTS 


Net gold/exchange reserves 1,812 1,779 1,400 
Balance of payments 17 ~ 26 ~ 25 
Balance of trade 8,542 - 6,100 ; ~ 5,500 
Exports F.0.B. 5,860 6,261 6,500 
(U.S. share %) 1.6 2.8 3 
Imports C.I.F. 14,402 12,361 12,000 
(U.S. share %) 11.6 8.4 8 
Net transfer payments 2,652 3,118 ‘ 3,600 
of which workers remittances 2,589 3,177 ‘ 3,400 
Net capital. movements 8,206 5,592 4,500 
of which net public sector loans 7,652 5,703 ; 4,000 


MAIN IMPORTS FROM U.S. - 1978 


Grain; Aircraft ; Automobile parts; Trucks; Cotton; Machinery; Scientific instruments; 
Tallow; Oil seeds and products; Tobacco. 


1/ Actual - 2/ Forecast 





KEY ECONOMIC INDICATORS 
All values in million U.S. $ Exchange Rates: 1979 - DH 3.9 
1978 - DH 4.0 
H 4.5 


I'TEM 19772/ 


ea 


GDP (Current prices) 9,166 11,417 
GDP (1969 prices) 6,450 7,483 
Per Capita GDP (Current prices in US $) 595 The 
Fixed Investments 3,410 3,350 
Value construction authorizations 510 488 
Agricultural production (Current prices) 1,693 2,342 
Energy imports as % of consumption 79 79 
Industrial production index (1969 = 100) 160 170 
Value phosphate rock exports 469 509 
Value phosphate derivative exports Th 101 
End of year GOM cost of living index 

(May 1972/73 = 100) 167 183 


GOVERNMENT, FINANCE 


Consolidated ordinary revenue 2,798 
Ordinary expenditures 2,718 
of which: Debt service 516 
Debt service as % of exports 33% 
Debt service as % of exports and 
transfer payments 22% 
Outstanding external debt 55335 
Investment expenditures 23735 
Overall deficit 1,654 
of which externally financed OTT 
Money supply 5,160 


BALANCE OF PAYMENTS 


Net gold/exchange reserves khs 
Balance of payments 6.5 
Balance of trade a3925> 
Exports F.O.B. 1,565 
(U.S. Share %) é 2.84 
Imports C.I.F. 3,090 
(U.S. Share %) 8.4 
Net transfer payments 780 
of which workers' remittances 794 
Net capital movements 1,398 
of which net public sector loans 1,426 


MAIN IMPORTS FROM U.S. - 1978 


Grain; Aircraft; Automobile parts; Trucks; Cotton; Machinery; Scientific instruments; Tallow; 
Oil seeds and products; Tobacco. 


1/ Actual - 2/ Forecast 





SUMMARY 


The summer of 1979 brings the Moroccan economy to the middle of its 
Three Year Plan (1978-1980) of transition and austerity. Government 
economic policy makers hope that another year of restrictive measures 
will place the economy in a position to resume the capital intensive 
strategy of development considered essential for long range growth. 

But like many other countries in the summer of 1979, Morocco faces 
considerable uncertainties--externally due to the high price of energy, 
price increases for imported capital goods, the possibility of recession 
and attendant protectionism in developed country markets, and the unknown 
consequences of EEC expansion; and internally, due to declining agri- 
cultural productivity per capita, dependence on foreign capital, and 

the constant economic drain attributed to the conflict with the Poli- 
sario in the Western Sahara. 


Over the longer term, Morocco has considerable resources, especially in 
phosphates and other minerals, potential for considerably higher agri- 
cultural productivity, and a substantial infrastructure on which to base 
economic growth. By 1982, Morocco can hope to resume steady and balanced 
economic growth, benefitting from improved phosphate prices, exploitation 
of its reserves of oil shale, and expanded production and processing of 
products in the agricultural sector. 


Opportunities for U.S. exporters remain strongest in the high priority 
sectors of the Moroccan economy, such as mining, where U.S. equipment 
enjoys a high reputation. Morocco's increasingly sericus search for 
energy resources offers a number of opportunities for American firms 

in fields such as oil prospection, exploitation of oil shale resources, 
solar energy, and extraction of uranium from phosphates. The Government 
of Morocco is also eager to encourage American investment in Morocco, 
and to this end Secretary of Commerce Juanita Kreps visited Morocco in 
April 1979 with a team of high level USG officials to discuss potential 
American investment in a number of promising sectors of the Moroccan 
economy. 


Because of the dollar's substantial decline against the dirham during the 
1977-79 period, the standard Key Indicator tables are presented in dollars 

and dirham. Throughout the text, these conversion rates are used: 1977- 

$1 = DH 4.5; 1978 = DH 4.0; 1979 - $1 = DH 3.9. Distortions are inevitable, 
nd especially apparent when comparing percentages in dollars and dirham. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The Settin; g 


Moroccan economic planners have based their strategy on a capital 
intensive development program, emphasizing infrastructure, dams and 
irrigation, the mining sector, and expansion of import substitution 

and export industries. The ambitious 1973-78 Five Year Plan made 
considerable progress in these areas, as GDP grew at an average annual 
six percent rate. However, a number of structural weaknesses in the 
Moroccan economy became apparent toward the end of the Plan. Much of 
the initial program had been based on expectations of continued high 
phosphate prices, but prices fell from a peak of about $68/ton in 1974 
te $23/ton in 1976, severely reducing Morocco's foreign exchange earn- 
ings. (Prices have since returned to about $32/ton.) The overall export 
performance remained disappointing, and Morocco's dependence on the EC 
market was--and remains--a source of concern. To fill the resource gap, 
the Government of Morocco (GOM) began to borrow heavily, mostly on com- 
mercial terms. By the end of 1977, the overall financial and economic 
situation looked bleak. 


The 1978 Retrenchment 


Faced with an increasing trade deficit, large resource gap, and heavy 
debt obligations, Moroccan policy makers acted forcefully in 1978 to 
restore balance to the economy. After introducing a sharply lower 

(31 percent) investment budget at the beginning of the year, they took 
further strong measures in early summer. Theyreplaced the 1978-82 Five 
Year Plan with an interim Three Year Plan, labeled a plan of austerity 
and transition; instituted a six-month prior import deposit scheme; 
restricted many imports, either through prohibitions or licensing; and 
slowed growth of credit to the private sector. 


By year's end, the government could feel justifiably encouraged by the 
results. Helped by a more normal harvest, real GDP grew four percent, 
despite serious slowdowns in such sectors as building and automotive 
construction. Fulfilling a major aim of the restrictive program, the 
trade deficit dropped from $1.89 billion in 1977 to $1.53 billion in 1978. 
Exports increased 6.8 percent, led by growth in citrus, phosphate deriva- 
tives and textiles, while imports decreased 14 percent. Eighty percent of 
the overall reduction in imports was in capital goods, with only food and 
energy imports increasing slightly from their 1977 levels. Worker remit- 
tances, a major source of foreign exchange for the GOM, increased to $794 
million, compared to $575 million in 1977. Tourist receipts also improved, 





from $338 million in 1977 to $412 million in 1978. The government 
announced that inflation dropped from 12.5 percent in 1977 to 9.7 
percent in 1978. Foreign borrowing was also down, from $1.49 billion 
in 1977 to $1.37 billion in 1978. 


These restrictive measures caused serious distortions in certain sectors 
of the economy, particularly the construction sector and importing firms, 
which suffered from both cutbacks in the investment budget and imposition 
of import restrictions. Tight credit and prior import deposit obligations 
hit small and medium size firms, while continuing delays in government pay- 
ments caused a chain reaction of credit crises. The high debt service 
ratio--over 20 percent when considered as a percentage of exports and 
worker remittances--continued to worry Morocco's conservative economic 
managers. 


The Economy in 1979 


For 1979, the GOM is continuing its austerity program with the aim of 
reducing the budget deficit by 15 percent and narrowing the balance of 
payments gap by 30 percent. With an increase of 12 percent in the operating 
budget, mostly for salary increases, and seven percent in the investment 
budget for 1979, the GOM plans no major new investments but will continue 
high priority projects already underway in areas such as dams and irrigation, 
ports, phosphate processing, sugar and cement. The GOM hopes to achieve a 
four percent growth in GDP for the year. At the same time, aware of the 
social pressures caused by restrictive economic policies, GOM policy makers 
have made an effort to reduce social and regional disparities through econo- 
mic planning. This is reflected by budget increases for education, health 
and agriculture. 


Import restrictions instituted in 1978 remain but the moderate successes 
recorded in 1978 seemed in the first months of 1979 to be outweighed by 
negative trends. Inventory buildup prior to the restrictions in the summer 
of 1978 may have masked for a time the problem of the basically import 
dependent modern sector, but by 1979 businesses were suffering from supply 
problems for some intermediate products. It is believed that some relaxation 
of licensing procedures resulted from business complaints. 


At any rate, imports jumped 12 percent in January and February, in sharp 
contrast to the trends in the last half of 1978. By the end of February, 
GOM reserves had dropped to $256 million, equal to a month's imports, a 
loss of $179 million since the beginning of the year. Although they then 
leveled off, imports for the first four months of the year reached $836 
million, slightly greater than the $786 million for the same period in 





1978. Exports during this period increased slightly, $431 million vs. 
$390 million in 1978, for a deficit of $405 million vs. $397 million. 
A more encouraging statistic is that for worker remittances, up from 
$253 million to $315 million, and expected to continue at a high rate 
through the year. 


A major problem for the Moroccan economy, and a major reason for the 
increase in imports, is the cost of energy. Eighty percent dependent 

on imported fuels, Morocco, like many other countries, must now factor 

ever increasing petroleum prices into its economic calculations. While 
energy accounted for 4.8 percent of Morocco's imports in 1973, the 

figure is now around 25 percent, and expenditures for petroleum are 
expected to exceed receipts from phosphates in 1979. The GOM reduced 
subsidies on fuel oil and diesel oil on January 1, 1979, and plans a 
program of conservation measures aimed at cutting energy demand, which 

has grown at a seven percent average annual rate over the past ten years. 
(Nonetheless some observers believe that Morocco's increasing industriali- 
zation will generate an even greater growth rate, perhaps ten percent annu- 
ally, in coming years.) The GOM also plans to develop its internal energy 
resources on a number of fronts. It hopes to increase exploitation of coal, 
hydropower, and renewable energy; to discover petroleum off the Atlantic 
Coast and in the Rif Mountains; to exploit its considerable shale oil 
deposits in cooperation with both the Soviet Union for direct combustion 
applications and Occidental Petroleum using its patented in-situ process; 
and to extract uranium from phosphoric acid. 


Agricultural performance in 1979 may depress GDP growth and increase balance 
of payments problems, as poorly timed rainfall caused below-average harvest 
expectations for the 1979-80 crop year. Imports of wheat may reach a record 
level of 1.8 to 2 million tons at a cost of at least $300 million. Given 
trends in world prices, the cost may be considerably more. Imports of sugar 
and vegetable oil will also increase. At the same time, the bad weather 

has depressed prospects for export crops such as citrus, almonds, olive 

oil, and vegetables. 


Businessmen are restrained about prospects for the industrial sector in 
1979, with a leading economic weekly predicting two to three percent growth 
in the industrial sector. Investment in the industrial sector (excluding 
the priority areas of phosphate and petrochemicals) dropped from $497 
million in 1977 to $265 million in 1978. As part of the Three Year Plan, 
the government aimed to concentrate on capital spending in priority sectors 
while encouraging the private sector to invest in low capital, labor inten- 
sive projects. Consequently the government's share in industrial invest- 
ment was only $11 million (four percent) vs. $148 million in 1977 (30 per- 
cent). Private investors are proceeding cautiously due to uncertainties 
about the economic effects of the Sahara conflict and the discouraging 
effect of new taxes announced in July (see below). 





During the first months of 1979, the government enacted a number of 
economic measures, some aimed at reducing the social strains inherent 

in a recessionary period and others seeking to alleviate the financial 
strains caused by increasing costs of the conflict in the Sahara. In 
February, the GOM introduced a program of price controls, accompanied by 
a vigorous press campaign against as well as arrests of speculators. May 
Day celebrations were preceded by government announcements of an increase 
in the minimum wage, a 15 percent increase in salaries for low-paid civil 
servants, increases in social security pensions and coverage, and cancel- 
lation of previously announced electricity and water rate increases. 


Most recently, in July the government announced a series of new tax 
measures to accompany the mid-year revision of the 1979 budget. Including 
a progressive national solidarity tax on incomes above $25,000 and 
increased taxes on most services, the measures are expected to raise 

$173 million. The Finance Minister said that the tax increases were 
necessary for the following reasons: the cost of national defense; the 
high cost of food and other primary imports; protectionist constraints 

in Europe which adversely affect agricultural and industrial exports; 

a below normal to mediocre harvest; and the need to generate investment 
funds. 


Future Prospects 


Despite the less than encouraging economic results for the first half of 
the year, the GOM hopes to see moderate economic growth and a continued 
reduction in the trade deficit. It now predicts imports for the year of 
$3077 million and exports of $1667 million, for a deficit of $1410 million. 
The debt service ratio should hover around 25 percent until about 1982, when 
it is expected to decline. The GOM continues to maintain a good credit 
rating on international markets, and has in the first half of 1979 secured 
loans from various commercial sources and international financial institu- 
tions which should help cover the balance of payments shortfall of over 
$900 million. In monetary terms, the country's external payment will once 
again be near balance, which is traditional Central Bank practice. 


A major source of concern to the GOM, both for the last half of this year 
and the future, is the effect that the expansion of the EC will have on 
Moroccan trade. Since over 50 percent of Morocco's trade is with the EC, 
the accession of Greece and Spain, with their similar agricultural products, 
will have a serious effect on Morocco's key agricultural exports. Morocco 
is seeking to diversify its markets, and is paying particular attention to 
Eastern Europe, Africa and Arab countries. 





The conflict with Algerian supported Polisario guerrillas in the former 
Spanish Sahara is the major political and economic problem facing Morocco. 
A military solution seems unlikely and the outlook for a political compro- 
mise is uncertain. The war, directly and indirectly, is a serious drain 
on the economy, as the direct cost of military support may run $1 million 
a day. The attendant uncertainty about the future seriously hurts the 
business and investment climate. 


The GOM has begun preparation of the 1981-1985 Five Year Plan, which should 
intensify their capital and infrastructure development, based on Morocco's 
traditional engine of growth, mining, especially phosphates and phosphoric 
acid processing. Major operations will inue at Benguerir, Safi, Jorf 
Lasfar, and Meskala, the last with Soviet cooperation. Internal policies 
will encourage import substitution industries, continuing efforts already 
under way in key sectors such as cement and sugar processing, and export 
industries. Priority will be given to development of tourism, port projects, 
and dams and irrigation. 


Future economic plans will also pay close attention to the social problems 
and structural defectsin the Moroccan economy. With a population growing 
at over three percent annually, and over half the people under 19, employ- 


ment generation is a major consideration in industrial planning. Many 
of the economic measures taken in the last few years have had as their 
explicit purpose the narrowing of the gap between social classes, and 
this attempt to lessen economic inequalities will continue. Economic 
policies will encourage investment in less-developed regions of the 
country to slow the rural-urban migration that creates tensions in cities 
like Casablanca. Agricultural productivity must be strengthened, as the 
large amounts of grain and other staple commodities now imported are a 
serious drain on Morocco's balance of payments. Finally, the country's 
basic dependence on imports, export markets and external capital flows 
will demand careful financial and economic management by the Moroccan 
government. As in the past, however, its officials will almost certainly 
keep a watchful eye on an economy with many problems. They will probably 
not hesitate to take further unpalatable and growth-inhibiting measures 
should circumstances require. 


IMPLICATIONS FOR THE UNITED STATES 


Given the current austerity program, opportunities for United States 
exporters are probably strongest in the high priority areas such as 
mining and energy, where the Government of Morocco will continue to 
direct investment funds. U.S. suppliers of capital goods enjoy an 
excellent reputation, and are very competitive in capital goods such as 
mining and heavy agricultural equipment. Other promising fields are 
irrigation equipment, telecommunications equipment, and food and fish 





processing equipment. For the next few years, opportunities in the 
consumer goods field will be limited. 


The Government of Morocco is actively seeking U.S. investors. During 
his visit to the United States in November 1978, King Hassan asked 
President Carter to try to generate American business interest in 
Morocco. In response, Secretary of Commerce Juanita Kreps, accompanied 
by officials from the Department of Commerce, Export-Import Bank, and 
OPIC, visited Morocco in April to discuss possibilities for American 
investment. The Government of Morocco is now working closely with the 
Department of Commerce and OPIC to develop briefs on specific projects 
that would be appropriate for U.S. investment, and a follow-on business 
mission is planned. Opportunities appear especially promising in agri- 
business and light industry, with the GOM seeking to give special encourage- 
ment to medium size industries outside the major cities. 


The Moroccan Investment Code offers inducements to firms prepared to 
accord local partners at least half ownership plus board chairmanship. 
In such priority sectors as mining, tourism and export industries, one 
hundred percent foreign ownership is authorized. To encourage the 
eventual decentralization of Moroccan industry, even more favorable 


investment terms are available to firms willing to locate their opera- 
tions in urban centers outside the dominant Casablanca-Rabat industrial 
area (e.g., Tangier, Tetouan, Fez, Meknes, Oujda). Moreover, for any 
new investments in excess of DH 30 million (approximately $7.7 million), 
advantages in addition to those specified in the code can be negotiated 
with the Moroccan government. 


VTING OFFICE: 1979—311-056/173 
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